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An AICPA publication for the local firm
REWARDING EXCELLENCE
Partner satisfaction and motivation relate direct­
ly to the success of a firm and, consequently, are 
two of the most critical areas of practice manage­
ment. Finding out what it takes to satisfy and 
motivate partners and fulfilling both of these 
needs is a difficult but very necessary job for the 
managing partner.
Dealing with the firm’s owners is a delicate 
task if the results are not to interfere with per­
formance. One has only the firm’s earnings with 
which to work, and how these earnings are dis­
tributed will determine whether partners are sat­
isfied or dissatisfied, which contributes to whether 
or not they are motivated to perform well. What it 
may come down to is "return on equity" versus 
"compensation for performance." Or put another 
way, should the partner with the most money in 
the firm receive the biggest cut of the firm’s earn­
ings?
There is a need to recognize and reward excel­
lence — the standard for excellence being the top 
performer in the firm. However, the economic 
needs of the firm must not be overlooked in the 
process. You have to make various investments 
for the future of the firm.
For example, there is the cost of the office facili­
ties and equipment to consider; provisions must 
be made for obtaining and training staff people; 
and, of course, the firm will require adequate 
working capital. In addition, the firm image will 
be better supported if all partners are adequately 
compensated. There is little doubt, also, that a 
good compensation plan will help in attracting the 
best candidates for partnership, because this will 
carry significant weight when candidates are mak­
ing decisions. A strong compensation package will 
help glue the firm together during loss of a big 
client or other setbacks.
As well as having general needs and desires, 
partners have specific ones. Take, for example, 
the needs of founding partners. The fact that a 
successful accounting firm has been started and 
continued often dictates recognition of the found­
ers by their fellow partners. Such recognition will 
usually follow the route of higher earnings alloca­
tions. Don't other partners owe them something 
for providing continuity and contacts with the 
community? Then, what about the special needs 
and desires of new partners? Promotion in itself 
is recognition and reward; however, it shouldn’t 
stop there. If for no other reason, they have now 
assumed a level of risk in their work that should 
qualify them for more compensation.
The problems relating to partner compensation
Do you relate the rewards to the top performer in 
the firm or the average one? Are all partners really 
equal? The term "partner” does not in itself de­
note equality. It is possible that all partners could 
be considered equal if they complement one an­
other in their various talents. However, you still 
have to consider the differences in partners’ needs 
and motivations. Remember, too, that treating all 
partners as equal can be discouraging to the per­
former and can provide a cushion to the non-per­
former. The final, and perhaps most difficult, prob­
lem is determining what is fair compensation.
Fair compensation can be defined as the amount 
of earnings that rewards performance levels 
which meet or exceed predetermined criteria. This
What’s Inside ...□ Successful recruiting techniques for local firms, p.4.□ Some suggestions for the better management of time, p.6.□ Billing and collection, p.7.
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means that if you want to ensure that partner com­
pensation is fair, you will have to establish your 
firm’s criteria for excellent performance. Partner 
evaluation can serve as the firm’s measuring stick 
for performance.
You should be prepared, once evaluation is initi­
ated, to relate the results of such evaluations to 
compensation so that a partner’s worth to the 
firm is reflected in what he or she receives. If 
your evaluation program is running successfully, 
relate it to an adjustment in compensation. Avoid, 
if at all possible, injecting a return on capital as 
part of the compensation package. If it is a con­
sideration, make sure partners know the differ­
ence between the two.
Commensurate with the normal internal pres­
sures for higher compensation, there will be ex­
ternal pressures such as those caused by inflation 
and by the desires of partners to improve the qual­
ity of their lives. You might also experience raids 
by private industry on the ranks of the profession 
with offers of substantial increases in pay. Per­
haps it is impossible to eliminate this threat; 
however, a fair compensation plan cannot en­
danger the firm’s appeal. Your firm may have to 
address the question of the security of the part­
ners, especially new partners, by way of guaran­
teed minimum earnings for these partners.
One last point associated with rewarding part­
ners is the pitfall you may encounter in the area 
of relating retirement to compensation. Quite of­
ten, retirement payments are directly associated 
with compensation paid just prior to retirement.
The solution: an acceptable compensation plan 
The key element in developing an acceptable and 
successful plan is to keep it simple and to make 
sure that its objectives are understood. The more 
complex the plan, the more problems are likely.
The plan must be documented with the basic 
concepts incorporated into the partnership agree­
ment. Keep the plan flexible, however, and do not 
be afraid to change it as the firm’s philosophies 
and goals change.
The various aspects of the partner compensa­
tion plan can be established at different times 
during the firm's year. For example, at the begin­
ning of the period, the evaluation criteria should 
be established as well as the amount of partner 
draws. At the end of the period, such factors as 
subjective and objective evaluations and special 
rewards for unusual service can be determined.
Components of compensation often involve sal­
aries, some form of incentive, and a share of the 
remaining earnings. Salaries should not neces­
sarily be equal for all partners. Differences, al­
though small, may be advantageous. The incen­
tives can be determined in a multiple of ways. 
They can be based on net earnings, new growth, 
client retention, client responsibilities and firm­
wide management responsibilities, just to name 
a few criteria. The remainder of earnings, if any, 
to be divided among the partners is often based 
on some unit or share arrangement or, possibly, 
on an equal basis.
Following are seven partner compensation 
plans that are presently being used by CPA firms. 
While they don’t represent all existing plans, 
they demonstrate the broad considerations that 
are often utilized by practicing CPAs in this area 
of management.





Tier 1 — Partners’ salariesDetermined by partners.Based on conservative salaries that could be earned elsewhere (within the immediate area).Range: $26,000 — $36,000 (current range).
Tier 2 — Return on investmentTen percent interest on accrual capital accounts (partners' capital accounts).
Tier 3Six percent on the average cash collections (during the year).
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Note: As new partners are added, the interest on the increase in the year of admission is divided equally.
Tier 4Divide the remaining profit by the ownership ratio.
Exhibit 2
Local firm
Partners' salariesUnequal in amount.Salaries are converted to an hourly rate, and the prin­cipal is paid for the number of compensational hours worked. (This partially resolves arguments about who is working the hardest.)
Partners' compensationCompensation is a direct result of a partner evalua­tion process based on the attainment of specific goals established at the beginning of each year. The execu­tive board reviews the partner’s performance in re­lation to these goals and considers subjective evalua­tions by the managing partner and the local office partners. This process occurs at year-end, and the partners do not know what they will receive until after the board completes this process.
Exhibit 3




Tier 1 — Partners' salariesDetermined by the executive committee and ap­proved by a majority of the voting interest of equity partners.Equal salaries.Minimum of $15,000 salary for each partner.
Tier 2 — Return on investmentTen percent per annum on cash capital contributed as of the first day of the partnership’s fiscal year; also entitled to a return at the rate of 10% per annum on any approved loans to the firm.
Tier 3Receives $1,000 as a return for each unit of ownership owned at the beginning of the fiscal year.
Tier 4Each partner and principal will be entitled to receive any special distributions authorized by the executive committee.
Tier 5Each partner and principal is entitled to receive $1,000 for each income unit he owns as of the first day of the fiscal year.
Tier 6Balance of the annual net income is placed in an in­centive pool to be allocated among partners and prin­cipals upon the recommendation of the executive committee and the approval of a majority of the vot­ing interest of partners and principals.




1 Allocation is made first to amounts owing to for­mer partners, estates of deceased partners, and es­tates of deceased former partners.
2 Partners’ salariesRecommended by the executive committee.Each salary is voted on separately by the partners and upon affirmative vote of a majority of the part­ners shall be established as a partner’s salary for one year.If the salary is not approved by a majority of the part­ners, the executive committee shall redetermine the salary based on guidance from the partners. This redetermination is final, and no subsequent approval by the partners is required.
3 Remaining profits, called residual profits, shall be allocated on the basis of units of interest with each unit receiving an equal share. Losses are shared in proportion to the salaries earned.
Note: Net income is computed on the accrual basis of accounting with unbilled time valued at 85% of the actual charges at standard rates in effect. Also, interest, at a rate determined by the executive com­mittee each year, is paid to each partner on his aver­age capital account balance.
Exhibit 6




Tier 1 — Partners’ salariesDetermined by the executive board — no approval by partners is needed.
(Continued on page 6)
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Successful Recruiting Techniques 
for Local Firms
Regardless of size, any firm in a personal service 
industry, such as public accounting, must attract 
and retain qualified personnel if it is to be viable. 
This means that unless there are unique differ­
ences in entry qualifications, there is bound to be 
competition for staff among firms of all sizes. 
Consequently, every CPA firm should pay close 
attention to strategies for successful recruiting 
on college campuses.
An examination of hiring patterns*  shows that 
CPA firms are interested in obtaining three types 
of personnel:
*These percentages and other statistics are taken from H. E. Arnett and P. Danos, CPA Firm Viability: A Study 
of Major Environmental Factors Affecting Firms of Vari­
ous Sizes and Characteristics, Paton Accounting Center, University of Michigan, 1979.
□ Graduates (lacking work experience) from 
universities and colleges.
□ People with prior work experience in a CPA 
firm.
□ People from non-CPA entities, e.g. consulting 
firms, usually for specialized services.
Smaller firms tend to hire a larger percentage 
of experienced people than larger firms do. Never­
theless, inexperienced university graduates make 
up approximately 80 percent of the entrants into 
larger firms and about 60 percent of the entrants 
into smaller firms.
The need for high-quality employees, coupled 
with the existence of a relatively large pool of 
accounting graduates, has led to a high level of 
selectivity and strong competition among firms. 
Our research indicates that firm size makes no 
difference regarding the preferred academic at­
tainments, including types of degrees of the grad­
uates, and the types of schools attended. For all 
firms, the most desirable attribute a candidate can 
have is "partnership potential.” Exactly what this 
means or even whether it means the same thing to 
all people is difficult to say. However, the follow­
ing findings related to more specific attributes are 
revealing.
□ Grades. Nearly all firms believe grades are 
critical in the first screening of prospects, 
and the use of grade cut-off levels is almost 
universal. The most desired grade point av­
erages are quite similar across firm size 
groups.
□ Types of schools. Fifty percent of the smaller 
firms and sixty percent of the larger ones 
prefer people from the major colleges and 
universities. Thus we can conclude that there 
is considerable overlap in the most desired 
source of entry into the profession.
□ Types of degrees. Our research indicates that 
44 percent of the smaller firms and 51 per­
cent of the larger firms believe graduate de­
gree holders are more desirable than under­
graduates. Again, an overlap exists.
When it comes to personality traits, lifestyles, 
goals and objectives of entrants, firm size does 
make a difference in what are considered to be 
desirable attributes. This is because the scope of 
services and the client/firm relationship may vary 
considerably between large and small firms, as 
may the organizational structures, modus oper­
andi and the relationships among employees. 
Quite obviously, certain people’s personality traits 
will be more attuned to one firm size than another. 
The important point is that students understand 
the differences so they can make the right choice.
Small firms, like larger ones, want to have the 
type of relationship with professors that will aid 
in the recruitment of the best qualified person­
nel. However, if smaller firms are to improve their 
recruiting, they must understand the problems 
they face, the causes of these problems and why 
their competition is often more successful. Armed 
with such knowledge, they can then develop more 
effective recruiting strategies.
The economics of size and its 
effects on the recruiting process 
Large national firms are of sufficient size to 
develop centralized recruitment strategies. They 
can have a partner in charge of recruitment and 
training, much of whose time is spent planning 
and coordinating these efforts across the country. 
They may also have a manager or partner in each 
large practice office who spends a great deal of 
time on similar endeavors locally.
Because of these centralized, formalized efforts, 
and the ability to spread the costs over a large 
client base, large firms can target major schools 
in the country for recruitment campaigns. They 
can make funds available to schools for various 
uses such as scholarships, research projects and 
funding professorships in accounting. Members 
of these firms can appear frequently at in-class 
presentations and give speeches at schools.
These activities are deemed desirable by pro­
fessors because they play a part in the total edu­
cational package. In addition, they work to the 
competitive advantage of the firm involved by 
keeping its name in front of students.
Such relationships between professors and 
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large national firms have caused some small-firm 
practitioners to believe that professors are biased 
in favor of these firms. Although we have no scien­
tific knowledge in this regard, we believe that pro­
fessors do not knowingly prejudice their students 
against smaller firms. Rather, we think they may 
stress or emphasize the larger firms in class be­
cause the names come to mind or because the 
students can readily identify with them.
The names of large organizations, be they CPA 
firms, industrial companies or governmental 
units, frequently appear in newspapers and on 
radio and television. Although all we read and 
hear about them is not good, their names are con­
stantly in front of us. Because of this environ­
mental conditioning, it is probable that young, 
impressionable people tend to think in terms of 
being associated with a large organization, and 
believe that such an organization will benefit their 
own prestige and income. This type of promotion 
and publicity of large firms is a natural advantage 
in their recruiting efforts and is likely to persist. 
Small firms cannot change this environment. 
The challenge to smaller CPA firms is to develop 
effective counter strategies.
Little New Woman
“I should run away and get into accounting 
or something before I’m brain washed 
into marriage and kids.”
By Barbara. Copyright © 1974 by New Woman 
magazine. Reprinted with permission.
There are, however, some larger-firm recruit­
ment advantages that can and should be altered. 
These, which we call artificial barriers to profes­
sional viability, can be summarized under the per­
ception that bigness equals quality or that bigness 
is a buffer against blame should something go 
wrong. Such feelings are partially created by, and 
certainly reinforced by audit committees, bankers 
and underwriters to the extent that they tend to 
select the largest firms. These perceptions have an 
indirect impact on recruiting through their effect 
on students' images of different size firms. Stu­
dents recognize that there is a relatively high turn­
over of employees in CPA firms (students’ percep­
tions of job opportunities outside the firm are a 
prime factor in firm selection) and may believe 
their prospects for changing jobs are not as good 
with a small CPA firm as they would be with a 
large one. They may also believe that a small firm 
will not offer them the same opportunities for pro­
fessional development.
Solving recruiting problems
Given these problems, here are some ideas to help 
smaller firms recruit more effectively.
Removing artificial barriers to the overall via­
bility of smaller firms is a task for the profession 
as a whole. Bankers, lawyers, audit committee 
members and others who affect selection of CPA 
firms should make an effort to be objective in the 
evaluation of the quality of the professional serv­
ices offered. This, we believe, requires more 
orderly information about CPA firms and a greater 
understanding of the risk to all parties in choosing 
one CPA firm over another. The bigness syndrome 
should not govern the selection of larger firms, 
and a major educational drive aimed at third 
parties is needed to combat this.
Obviously, smaller units do not have the re­
sources to engage in all of the recruiting activities 
of a large firm. However, collectively, they can 
attain the critical mass necessary to do so, and 
organizations are already in place to help. Local 
chapters of state societies, the state societies and 
associations of CPA firms can work with colleges 
and schools in their areas. For example, these 
organizations might promote "small firm" days 
at local schools and colleges where practitioners 
could talk about their firms. Working together in 
such organizations would also provide oppor­
tunities to centralize recruiting efforts, at least in 
terms of promoting small firms generally, and to 
establish excellent training programs for em­
ployees.
The major objective of this collective action
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should be to educate faculty and students to the 
advantages of working in small firms in general. 
Attention should be drawn to the less formal 
structures of smaller firms and the greater oppor­
tunities that often exist for applying personal 
expertise, care, attention and judgment to partic­
ular client engagements. Faculty and students 
must clearly perceive the differences in working 
in small firms: the faculty so they can better ad­
vise students, and students so they can make more 
knowledgeable decisions regarding career paths.
Individually, small-firm practitioners can make 
an effort to become better acquainted with pro­
fessors of local schools and colleges through di­
rect contact and discussions. This will provide 
opportunities to appear at various functions at 
the schools, make presentations to the classes and 
make known needs for new employees.
No matter what the ultimate solutions to small­
firm recruiting problems are, the initial step will 
have to be taken by the small firms. That first step 
will surely relate to communication—communica­
tion with professors to make them more sensitive 
to possible bias in their attitudes, with students 
to make them aware of the opportunities with 
small firms, and with other small CPA firms to 
create the structure for a common effort.
-by Harold E. Arnett, professor 
of accounting and Paul Danos, 
associate professor of accounting 
The University of Michigan
Rewarding Excellence
( Continued from page 3)Equal base salaries (except partner-in-charge of of­fice receives approximately 10% more).Minimum salary dictated by partnership agreement.
Tier 2 — IncentivesSmall salary paid based on units owned (could be construed to be a return on cash basis capital).Contingent salary paid to partners in local office based on lower of cash or accrual basis profits (ad­justment allowed on cash basis profits to offset po­tential growth penalty).Twenty percent (20%) of local office earnings divided among local partners — executive board approves incentive split.
Tier 3Special incentive distributions authorized by the ex­ecutive board.
Tier 4
Managing Time
How does your firm handle staff slack time? Does 
it reassign people to speed up completion of other 
engagements, work on projects that have been 
previously neglected, prepare for upcoming jobs, 
clean up their desks, or what? These are problem 
areas in many firms—people cope but no one 
claims to have really good solutions.
One firm reports that it uses staff slack time to 
clean up files, update staff manuals, absorb vaca­
tions, etc. It also uses these periods for work on 
a few unprofitable fiscal-year engagements that 
are desirable for other reasons. It finds that the 
most capable people are the easiest to keep on a 
chargeable basis—people with limited skills pre­
sent the biggest problems. The same firm says that 
"priority” work takes longer, costs more, disrupts 
regular work flow, and usually results from part­
ners over-promising clients.
Many firms encourage staff people to use non- 
chargeable time for continuing education pur­
poses. Here, the scheduling within the firm should 
project periods of nonchargeable time sufficiently 
far in advance so that a staff member can take ad­
vantage of scheduled professional development 
courses. One firm in Ohio says that while it has 
never experienced much slack time, it wants its 
people to be promotion oriented. It has a sched­
uling meeting on Monday mornings at which all 
staff members review the status of engagements, 
communicate new developments, and discuss 
policy changes, etc. This firm believes in one-write 
timekeeping systems and finds that descriptions 
of work completed that appear on time tickets 
are a great help in billing. Staff members are cur­
rently using pocket recorders to keep track of 
time, the cassettes being transcribed by clerical 
staff onto time tickets.
Another firm thinks that slack time provides an 
opportunity for the firm to make some productive 
investments in its future. The managing partner 
says personnel can be encouraged to devote time 
to continuing professional education—both as 
participants and as discussion leaders, to write 
articles for professional periodicals, and to serve 
on the committees of professional and community 
service organizations.
At one local firm in New York State, staff per­
sonnel are instructed, during slack time, to keep 
running analyses of general ledger accounts such 
as fixed assets, loans and exchanges, and prepaid 
insurance, so that year-end time can be reduced. 
At this firm, staff (from the semi-senior level up­
ward) do their own schedules for regular client 
Balance of earnings to be distributed based on unit or share ownership.
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assignments three months in advance. The per­
sonnel director then knows how much time each 
person has for additional work.
An Illinois firm says that data processing sys­
tems that show the number of hours worked by 
client, by the month, and by the level of staff 
(partner, manager, senior, junior) are extremely 
useful for subsequent budgeting of time and per­
sonnel assignments. The firm says that “excep­
tions are the rule” in scheduling and must be built 
into the system if it is to work. It claims that most 
firms keep great detail as to billable time by func­
tion or category but have little knowledge as to 
where the billable time goes. This firm believes 
that it is imperative to have sufficient unbillable 
time categories for planning and review purposes. 
Some other ideas suggested by this firm are to 
avoid “static” staff assignments if the staff is to 
grow and clients are to periodically get a fresh 
perspective, and to regularly examine the level 
of competence against the jobs being performed. 
Imbalance can lead to “overkill” for a client and a 
dissatisfied, bored staff person.
How does your firm handle the “down time” of 
your staff? If you let us know, we can share your 
experience with your colleagues.
Billing and Collection
The billing operation is an essential part of any 
effort to achieve fees that are consistent and 
equitable to all concerned. Section 203.01 of the 
AICPA MAP Handbook lists the following five 
important elements of a well-planned system.
□ Account for all services adequately through 
the maintenance of proper records.
□ Systematize the internal operations of the 
firm through the establishment of regular 
procedures.
□ Help insure full collection by billing prompt­
ly.
□ Evaluate quality and value of services per­
formed when the bill is being prepared.
□ Establish and maintain working capital by 
keeping receivables current and not allow­
ing unbilled services to accumulate.
The realization of standard affects and, in turn, 
is affected by the billing rates themselves and by 
bad accounts. Obviously, a firm can realize 100 
percent of standard if its billing rates are low. 
However, the firm will probably be more profit­
able with higher billing rates and lower realiza­
tion. As one practitioner says, “A high realization 
of standard with high billing rates should be the 
target even if the firm falls short from time to 
time.”
We asked members of our editorial advisory 
committee for their views on topics such as realiz­
ing standard, establishing billing rates for staff, 
partners who won’t cooperate, minimum amounts, 
variable rates and the effects on client relations, 
etc. Here are some of their comments.
Carol DeHaven, Springfield, Mo.: We believe the 
key to success in billing and collection is to have 
a clear, consistent firm policy, which is understood 
and accepted by all members of the firm. We take 
special care to help our clients understand how 
and when they will be billed and when we expect 
to receive payment. We believe the engagement 
letter is a convenient means of documenting this 
understanding; therefore, we use an engagement 
letter for every client, whether our service involves 
monthly consultation or only an annual tax return.
Our engagement letter specifies our standard 
rates and charges and, upon client request, we will 
estimate the fee. Our statements to clients follow 
the format of the fee schedule provided in the 
engagement letter so that clients can readily see 
that the fee charged conforms with our written 
agreement. It has been our experience that this 
approach minimizes collection problems because 
clients understand the basis for the fee they are 
charged.
Re: partner cooperation—the key is careful 
selection of partners. (See “Preventing Partner­
ship Problems” in the March 1980 issue.)
Robert Israeloff, Valley Stream, New York: We do 
not believe in variable rates for each employee. 
A person is worth so much per hour whatever he 
or she is doing, and a variable rate would give a 
partner too much leeway in telling a staff person 
to affix his lowest rate so that a long-standing 
client can be billed less.
Our billing rates are a minimum of three times 
the hourly wage of each employee — usually 
rounded up by 10 percent to account for non- 
chargeable time and fringe benefits.
We set our rates realistically so that we can col­
lect 100 percent of standard (last year, we realized 
98 percent). This year, we implemented a number 
of quality control and review procedures which 
add substantially to the time on each job and 
which cannot be passed on completely to the 
client. Nevertheless, we think we will realize over 
95 percent of standard.
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Sidney Jarrow, Chicago: All jobs should be billed 
not less than monthly by all partners. Billing on 
individual 1040s should go out with the 1040 and 
not after the tax season.
Work in process as well as accounts receivable 
should be aged, and both should be reviewed 
monthly by a review committee. A partner should 
write an explanation of anything over 60 days 
old and write-downs in excess of $200 should be 
approved by the committee.
Engagement letters should state that billing 
will be done monthly, and all delinquent account 
collections should be the responsibility of one 
partner.
Ronald Russell, Springfield, Ohio: We calculate 
average hourly rate, percentage of variance from 
standard, etc. on every billing issued and maintain 
our work in process inventory at extended dollar 
units and time units. At the beginning of each year, 
we establish a budget for percentage realization 
of standard and constantly monitor our results 
against it during the year, taking corrective action 
if necessary.
We normally bill once a month. However, dur­
ing the January to April period, we go to semi­
monthly billings that coordinate with our time 
period closings of the 15th and 30th. All billings 
are prepared by partners and approved by a part­
ner other than the preparer. We establish mini­
mum amounts for tax returns and one-time 
services.
An idea for getting partners to cooperate in 
billing and collection is to have a monthly report 
of each partner’s total billings, mark-ups, mark- 
downs, billable hours and to age each partner’s 
accounts receivable, etc. A poor performance 
would affect the partner’s drawing account and 
compensation.
A basic viewpoint on how billing is handled is 
that, in most cases, accountants bill only by hours 
and don’t take into consideration factors such as 
what was accomplished, how the client benefited 
from the service or the conditions under which 
the work was performed.
While lip service is given to these factors for 
variations from standard rates, they seem, in 
practice, to relate more to write-downs than 
write-ups.
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
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